Arizona Economic Update

@ffice ofithe Arizona State ITreasurer: Dean Martin

w4 £ g . Py
HON. DEAN MARTIN, TREASURER OFFICE OF THE ARIZONA STATE TREASURER




\hu All/state funds must.be

deposited at
Treasurer’s Office

EY/ 08 total was:
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Dally Revenue
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Inside the

lrading:Room
A Day In the Life...

e LLast Business Day 2006 $2.3 Billioniin'cash

e Example ofione trade of;over. 300 trades
executed

e Qutto bidfor,overnightirepo (loan collateralized by US
Jreasuries)

o 12/29/06 te mature on 1/2/0¥
o [hehbidwinner sentus $2.346 Billion 1n'US lreasuries
o 1/2/07 received $2.3 Billion back

o \We were paid $SL.3millioniniinterest!
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Our Investment Philosopniy
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S & P Rating of Pool 5
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Treasurer's FY 08 Performance

Operating Revenue to the State ofi Arlzoena
State Agencies, Endowment and. LGIP. Clients

Earnings Distributed (profits):

2007 $539,921.,966
20085 $350,056,1.94

$890 millioniin profits)
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%ﬁﬁf:

Assels Under:Mlanagement
(Mmarket:value)

June 2007 June 2008

Endowment

Endowment,

$2,447,000,000 $2,581,135,000
20% 21%

v

y
Local

- N L | -
$(3-0\arern ments,  Q ; AZ State Govt., G over(;crz ants g 3:?:2 9(‘;10(;,(;6
4,065,000,000 $5,663,000,000 ) 3 ’ ]

S ot $4,985,575,000 0%

40%
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Assels Under:Mlanagement

(market:.value)

June 2008 May 2009

Endowment,
$2,581,135,000
21%

Endowment:
2,373,957,000
23%

/../-

// State Govt.:
2,886,780,000
28%

Local

Governments,
$4,985,575,000
40%

"~ AZ State Govt.,
$5,013,491,000
40%

Local
Governments:
5,133,956,000
49%
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AZ Unemployment

Dec07-777

Recession

.

A oote 0.8% LOWER
than US Rate

Unemployment Rate exceeds
last three recessions

2%

Source:
Bloomberg
2009 L.P.




AZ Employment at
Dec. 2004 levels
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Housing & Construction

Previous Outlook

5.
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Su_b-prlme - Housing
High-rate Market &
NINJA Loans ~ New Home

~ Construction

Commercial
Construction
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Commercial Property.
BUbble Burst lLast Year
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AZ Construction Employment at 1997 levels!

Employment at
Mid '97 Levels




AZ Conventional Mortgage Price Index for Valle
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Undervalued

Are Home prices
possibly stablizing???
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Phoenix, Arizona Metropolitan Area House Prices

$350,000
Bubble Bursts
Inflation-adjusted house prices in mid 2006
$300.000 _ _
Mominal house prices
%250.000

Inflation Adjusted
$200.000 Current Housing
Prices Equal to
mid 1996 levels
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Current Housing
Prices Equal to
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13% of US Mortgages Distressed
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S0 how about some
good news?
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http://www.christianpf.com/wp-content/uploads/2007/11/geico-gecko.jpg
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Arizona Housing Permits: Nearing a Bottom?
Total Monthly Arizona Residential Building Permits 1995 to April 2009

Source:
Bloomberg
2009 L.P.
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Quick and Easy
Economic Gauge
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Watch vour loca
Starbucks
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As long as people are still buying
$4 cups of coffee:
They still have dlsgosable mcom
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People can’t buy a $1.29 cup of coffee:

De ression
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The National Economy

& Financial Markets
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Housmg

Crash

Phase

1st Turn
1st / 2nd
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Arizona Housing

lags National Housing Market
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Swine Elugoing to prolong
thev US recession?
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http://en.wikipedia.org/wiki/Literal_and_figurative_language
http://en.wikipedia.org/wiki/Trader_%28finance%29
http://en.wikipedia.org/wiki/Fundamental_analysis
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ISTHIgN Spending; Geing
o Impact Inflaticn?
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AnnuallUs Budget: Surplus /[ Deficit

Annual US Budget Deficit
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*2009 deficit projected based upon 1st quarter - next budgetlikely to grow 2009 deficit
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Federal Debt as % oli GDP IS Searng
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“Nike” Whoosh
Forecast

2014

2007
2006 2013
2008
2005 2012
2009 2011

2004

2010
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“Nike” Whoosh
Forecast

2014

2007
2006 2013
2008
2005
:::::;1\ 2009 2011

2004

2010

High Inflation
likely to kick in
in 3to 5yrs
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State Budget Update
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State Operating Fund
Ran Out Of Cash

In Aprll asS [Grecasted

e Short $340 million on
April 155

e Operating Fund in the
Red until April 281

e Average daily shortfall
$198 million




State liotal'@perating Account Average Monthly:Balance
July 1990t present

Total Operating Account Monthly Balance Housing Bubble Bursts
July 1990 to present

Dec'07-727

Thowsands
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Jul "90-Mar "01
Recession
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State Operating Cash Balance Continues Downward Trend

Percent:Change in @perating Account':Balance
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W Adjusted

m Actual

Transfers

Time

OFFICE OF THE ARIZONA STATE TREASURER

50

A\ctual vs Adjusted for One
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How do ' we Keepithe lights on?

VWhere dees the meney. Come from?
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Where did the money: come Erom?

e State Agencies Diversified Pool 3.
e Has about $1.2 billion/in assets.
e Consists ofinon-general fund state

LD agency funds allowed to earn
b interest.
e Purchased Treasurer’s Warrant
(18 Notes rather than Treasuries,

AQENCIES, Or ReEPO.

We Will Not Tap Any LGIP Funds

For State Borrowing.
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CASHELLOVY.
FORECASIING
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$600,000 -

No Sign of return to 14 year average:

Thelack of an August K-12 payment should

$400,000 A have resulted inimproved balances as TPT
collections were received. Non-K-12 spending
keeping pace with current collections.

$200,000
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What went
wronqg?

‘07 Revenues

$9.7 Billion

?f’)

'07 spending .
$9.6 billion
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' T Spending is off the rails
W q? ‘08 Budget

08 spending

$10.6 billion

‘07 Revenues

$9.7 Billion

'07 spending
$9.6 billion

‘08 Revenues
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What went Spending is off the rails
S g? ‘08 Budget

e g
'08 spending
07 Revenues > $10.6 billion
$9.7 Billion o>s ——
$10.3 billion

'07 spending
$9.6 billion

‘08 Revenues
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What went
wronq?

‘07 Revenues

;$9.7 Bl"lon J Governor’s
FYO09 forecast

6% growth
$9.98 Billion

($9.2 permanent)

Treasurer’s & Leading

'07 spending ‘08 Revenues Economists Forecast

$9.6 billion ESSuT: X -4 =11 [[To1)]

‘09 Revenues

$7.7 Billion | _
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What went

Real 09 spending
$11.2 billion

{including accounting
gimmicks and debt)

‘07 Revenues

$9.7 Billion Governor’s
FY09 forecast

6% growth
$9.98 Billion

($9.2 permanent)

Treasurer’s & Leading

'07 spending ‘08 Revenues Economists Forecast

AIUUICUR . $8.8 Billion

‘09 Revenues

$7.7 Billion | _#
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M other Revenue
m Fees
Lottery

13.18% increase

3.77% increase

10.52% increase

-8.93%drop

Tax Revenue

g!! Hnlatnnum

M 5FB (bonding)

SFB Building Renewal
m Rollover
m DPS HURF Shift

6.61% increase

forcasted

AL 215t Century Fund

2.95%
increase

m Operating Expenses

Spending
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$9,495,732,400
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Where s the meney going?

% Change in “slice of the GF pie”

13/0

\What are
your
PrIGKITIES?.
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(QUestions?

THANK YOU
Presentations & Video:
Availlable online at:

WWW.AZIreasury.goyv.
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http://www.aztreasury.gov/

